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REPLY COMMENTS

BellSouth Corporation, South Central Bell Telephone

Company and Southern Bell Telephone and Telegraph Company

("BellSouth") hereby reply to the comments submitted in the

captioned proceeding. In this proceeding, Ameritech

petitioned the Commission to institute a rulemaking

proceeding to alter the rate at which the Allowance for

Funds Used During Construction ("AFUDC") is capitalized.

Five parties commented on Ameritech's petition for

rulemaking. Four of the parties, the United States

Telephone Association, the NYNEX Telephone Companies,

Southwestern Bell Telephone Company and BellSouth, supported

the Ameritech petition. Only MCI Telecommunications

Corporation ("MCl") opposed the petition for rulemaking. As

BellSouth will show later in this Reply, MCI's reasons for

opposing the petition are invalid.

The parties supporting the petition for rulemaking made

the following points:

1. The issue of the proper rate at which to capitalize



APUDC has not been addressed by the Commission since 1978. 1

At that time, the issue was addressed for AT&T in the

factual context of the then consolidated Bell System.

2. The current ratemaking treatment of AFUDC denies

telecommunications carriers the opportunity to earn the

authorized rate of return on the investor supplied capital

used to finance long term construction.

3. Currently, the Part 65 ratemaking rules and the

Part 32 accounting rules are inconsistent. The Commission

should eliminate this inconsistency so that the AFUDC

allowed for ratemaking purposes is consistent with the

amount reported in external financial statements.

4. The Commission should eliminate its current double

counting of short term debt for ratemaking purposes. Under

the current rate of return rules, short term debt is

included in the capital structure which assumes it is used

to finance the rate base. The rate base rules assume that

the same short term debt is the sole source of funds used to

finance long term construction. The same capital dollars

cannot be attributed to both uses.

These reasons clearly support Ameritech's request for

a rulemaking proceeding. In its opposition to such a

1The Commission declined to address this issue on its
merits in the post-divestiture rate base proceeding. See
Amendment of Part 65 of the Commission's Rules to Prescribe
Components of the Rate Base and Net Income, 3 PCC Red 269
(1987). The refusal of the Commission to address this issue
in the rate base docket gave rise to the Ameritech Petition
for Rulemaking.
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proceeding, MCI does not address, much less refute, any of

these sound reasons to institute a rulemaking. Instead, MCI

misrepresents the Ameritech petition. For example, Mcr

asserts that Ameritech proposes "that AFUDC amounts be

included in the current rate base as if such capitalized

interest were part of (telephone plant in serviceJ."2

Ameritech proposes no such thing. Ameritech's petition

addresses the rate at which AFUDC is capitalized, not the

timing of the inclusion of such capitalized amounts in rate

base.

Indeed, Ameritech's proposed revision to Section 65.820

of the Rules clearly states that what will be included in

rate base is "the interstate portion of all assets

summarized in Account 2001 (Telecommunications Plant in

Service, including allowances for funds used during

construction ,,3 Ameritech does not propose to change

the point in time when capitalized AFUDC is included in

Account 2001. Under the current rules, and under

Ameritech's proposal, this would occur when amounts

recorded in Account 2004, Telecommunications Plant Under

construction-Long term, are cleared to the rate base plant

2Mcr Opposition at 2. See also Mcr Opposition at 3:
"Ameritech proposes that AFUDC, which is clearly a cost of
future construction, be included in the current ratebase."
This is also a total misrepresentation. AFUDC is
capitalized only when current construction is underway, and
investor supplied capital is provided to fund that current
construction.

3Ameritech Petition at 6.
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accounts. Under the Commission's Rules, this occurs when

the construction is completed and the resulting plant is

ready for service. 4 Thus, the amount of ArUDC currently

being capitalized will not be added to rate base until the

plant with which such amounts are associated are fully

constructed and ready for service. MCI'S misrepresentation

to the contrary notwithstanding, Ameritech proposes no

change in the timing of the inclusion of ArUDC in rate

base. S

Having created a strawman, MCI then proceeds to attack

it as contrary to established Commission policy. Of course,

what Ameritech requests in its petition is that the

Commission revisit its current policy in light of the

factors noted above. One logically would expect that when a

petition is filed seeking a change in Commission policy, the

result sought in that petition would be different than the

current policy. The fact that a petition for rulemaking

proposes a change in current Commission policy is no grounds

for rejecting the petition.

MCI's attempts to justify the existing policy are

equally misguided and confused. MCI asserts that the

447 c.r.R. Sec. 32.2004(d).

SMCI may have been confused by Ameritech's alternate
suggestion, which BellSouth suggests should also be included
in the proposed rulemaking, of including Account 2004 in
current rate base, and not capitalizing ArUDC at all. Under
this alternate suggestion, however, no ArUDC would be
capitalized, and MCI's characterization of Ameritech's
request would still be incorrect.
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Commission did not consider the actual sources of funding of

long-term construction by AT&T when it adopted its present

policy. It argues, therefore, that Ameritech's analysis of

the actual source of funding is irre1evant. 6 In the very

next paragraph of its pleading, however, MCI asserts that

Ameritech's proposal to capitalize AFUDC at the overall rate

of return "would continue to compensate the LECs for a mix

of capital that bears no relationship to the actual funding

of long-term construction."7 MCI is either unaware of, or

indifferent to, the patent inconsistency in its arguments.

As Be11South points out in its comments in support of

Ameritech's petition, the Commission has already fully

accounted for any short-term debt that is available at, the

prime rate when it includes such capital in the capital

structure used to calculate the overall rate of return.

Because capital is fungible, once the overall rate of return

is established giving full consideration to all sources and

costs of capital, the Commission cannot logically assert

that one particular source of capital is uniquely available

to fund long-term construction. For there to be consistency

between the rate base and rate of return rules utilized by

the Commission, AFUDC must be capitalized at the overall

6MCI Opposition at 6-7.

7MCI Opposition at 7.
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rate of return if Account 2004 is excluded from rate base. B

Finally, MCI asserts that:

When interest rates are low, including a higher
return on long-term construction may actually
discourage timely completion of projects by
allowing uneconomic investment in PUC-LT as an
alternative to gPIS to the detriment of the
infrastructure.

This assertion is utter nonsense. If, as Ameritech

suggests, AFUDC is capitalized at the overall rate of

return, a carrier will still have every incentive to bring

construction projects on line as soon as possible. It is

only when such projects are placed into service that they

begin generating cash inflows. A carrier will have

absolutely no incentive to delay the completion of

construction, and thus the receipt of cash inflows from the

newly constructed facilities, based on the fact that AFUDC

is capitalized at the overall rate of return rather than the

prime rate.

The parties supporting the institution of a rulemaking

proceeding to correct the inequities in the present

Commission policy and to achieve consistency between the

Commission's Part 32 and Part 65 Rules have offered

Blf Account 2004 was included in rate base, a decision
to capitalize AFUDC at the prime rate would affect the
timing, but not the ultimate recovery, of an appropriate
rate of return on prudently invested capital. For this
reason, BellSouth suggested in its comments that this third
alternative also be considered in the rulemaking proceeding
requested by Ameritech.

9MC1 Opposition at 8.
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coapelling rea.ona for the co_t ••lon to act favorably on

the Aaerltech petition. A. ShoVll aboye, the only opponent

of sueh a rule..klng, MCI, ha. offered ftO sound fe.sona for

denying the Aaeriteeb pet1tloa. The Coaais.ion should

proaptly in.titute a proc••ding to con,ider the isaues

rais.d in the Aaeritech petitiOft and in the coma.nt, of the

parti•• 8\apport-ing • ruleukin! on the•• issue••

Respectfully sub.itt.d,

81LLSOUTH COapORA~ION,

SOUTH CIMTaAL .ILL
TIL.'.OMB COKPAKY, and
SOUTIS.- BILL TILsrBONI
AID tZLIGRAPB COMPAlY

8y their Attorneya:

w~--
K. Robert Sutherland
1155 .eaehtre. Itt.st, N.I.
Suits 1800
Atlanta, Georgia 30367

'hone, (~04) 249-26.7

AprilS, 1991
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t bereby certify that I have thi. 5th day of April, 1991

.erviced all partie. to this action witb a copy at tbe fore901ft9
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United stat••••11, pOltaqe prepaid, .ddr••••d tOI


